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(ITALY) KEY ECONOMIC INDICATORS: 12/1/77 


All values in U.S. $ million Exchange rates used (lire per dollar): 
and represent period averages 653 for current 1975 values 
unless otherwise indicated 832 for current 1976 values 

884 for current 1977 values 

625 fer constant 1970 values 


% Cumulative 1977 
Item & date of most recent data shown 1975 1976 Change (most recent 


a inn slips aaa erage 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 174,908 170,827 
GDP at Constant (1970) Prices 
(lst half of 1977) 104,138 110 ,003 - 112 ,432 
Per Capita GDP, Current Prices $ $3,133 $ 3,041 
Plant, Equipment & Transport Investment 2/ 
at Constant (1970) Prices (lst half of 77) 7,715 8,267 ‘. 9,149— 
National Income at Current Prices 144,083 139,175 
Indices: 
Avg. Industrial Production(1970=100) (9/77) 108. 122.0 M 123.4 
Avg. Labor Productivity (1970=100) 110. 116.0 5 
Avg. Industrial Wage (1975=100) (10/77) 100. 120.8 a 151.6 
Labor Force ('000) (7/77) 3/ 19,650 19,858 21,624 3/ 
Avg. Unemployment Rate (%) (7/77) 2/ 3. 3.792 Tole 


2/ 


MONEY AND PRICES 


Primary Liquidity (8/77) 102,839 98,045 -4, 9,584 
Interest Rate (Central Bank) (8/29/77) 6. 15.0% 11.5Z 
Indices: (1976=100) 
Wholesale Price (10/77) (Avg.) 81. 100.0 22% 435.9 
Retail Price (10/77) (Avg.) 85. 100.0 16. 115.8 


BALANCE OF PAYMENTS AND TRADE 

Gold & For. Exch. Reserves 1/ (9/77) 4,016.2 9,424.5 134. 10,325.4 

External Public Debt 4,552 3,419 -24. 

External Debt Service Ratio 0.6% 

Balance of Payments 1/ (6/77) -2,004.1 -1,945.2 

Balance of Trade -3,573.0 ; -2,200.1 

Exports, FOB (9/77) 35,017.5 = " 32,205.1 
U.S. Share 2,202 52 2 38309 

Imports, CIF (9/77) 38,590.5 34,405.1 
U.S. Share 3,359.5 2,470.6 


Main Imports from U.S. (CY 1976) Machinery and Equipment 47,873 M.T. $686.9; Feeds and 

Grains 3,262,606 M.T $431.6; Chemicals 715,876 M.T. $386.3; Oil Seeds and Cakes 1,447,630 

M.T. $309.0; Coal and Coal Products 3,745,497 M.T. $269.9; Aircraft and Parts 1,732 M.T. 

$220.3; Paperpulp, Paper and Manufactures 264,161 M.T. $107.4; Metal Scrap 639,971 M.T. 

$77.3; Electric Bulbs 1,750 M.T. $72.1; Cotton Fabric 20,784 M.T. $68.0; Silver, Gold and 

Platinum 346 M.T. $59.4; Leaf Tobacco 16,520 M.T. $56.9; Sawed Wood 150,273 M.T. $54.3 

1/ Original data in dollars 

2/ Seasonally adjusted lst half of 1977 total at annual rate 

3/ New series, starting January 1977 (not comparable with prior years data) 

SOURCES: ISTAT (Italian Central Institute of Statistics)» Bank of Italy, GOI Economic 
Report 


ISCO (Istituto Nazionale per lo Studio della Congiuntura). 





SUMMARY 


The spurt of activity at the end of 1976 carried over into the begin- 
ning of 1977 and will help gross domestic product reach around 2 per- 
cent real growth in 1977. The Government projects a similar 2 to 2.5 
percent real growth in 1978. Industrial production is likely to show 
an average increase in 1977 of about 2.5 percent above 1976. Although 
new investment showed a net increase, it is still below the 1974 level 
and has been aimed primarily at replacements rather than expansion. 
Unemployment rose sharply in 1977 reaching 7.7 percent in July 
(measured by a new statistical series), with about half of the unem- 
ployed looking for a first job. Unemployment will remain a problem in 
1978 along with slow rates of expansion and low investment. 


With the exception of the public sector deficit, performance under the 
stabilization plan has been impressive. Inflation began to decelerate 
in 1977, and should be only 15 percent by the end of this year, com- 
pared with 22 percent a year ago. Further improvement is likely, but 
inflation will probably remain at the two digit level in 1978. How- 
ever, labor costs showed no improvement during 1977. The balance of 
payments has improved remarkably with the deficit on current account 
only $759 million at mid-year and expectations for a surplus by year's 
end. The Government estimates a surplus in 1978 of around $2 billion. 
Government expenditures continue to climb at a rapid rate, absorbing 

a disturbing proportion of the nation's resources, thus reducing 
flexibility for demand management. 


The levelling off in production notwithstanding, U.S. exports to Italy 
in 1977 should maintain the 1976 level of $3.4 billion. The best sales 
opportunities are in high technology products, especially those, like 
computers and production process control instrumentation, which con- 
tribute directly toward raising industrial productivity levels. Other 
sectors with good prospects include telecommunications equipment, 
electronic components, production and test equipment, security devices, 
pollution control equipment, and avionics and ground support systems. 


New U.S. investment in Italy continues at a low level due primarily to 
labor rigidity and the need for further reassurance about future de- 
velopments. The Government's stabilization program, however, has begun 
to restore some investor confidence in the country. 
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Current Economic Situation and Trends 


Recent Developments and Short-Term Outlook 


Introduction. Real growth in 1977 is likely to be around 2 percent. 
The economic stabilization measures taken by the Italian Government 
in late 1976 and early 1977 which were designed primarily to slow 
inflation and restore external balance are having the desired effect 
on the economy. Reduced growth in internal demand, brought about 
through increased tariffs and rates on many public services ,measures 
to reduce tax evasion and step up tax payment schedules, and some 
indirect tax increases, have helped to slow industrial production 
more rapidly than expected--with a resultant worsening in unemployment. 
A slower than expected growth in world markets and tight domestic 
credit ceilings also contributed considerably to the slowdown. 


Both private and public consumption are holding up at higher levels 
than expected in the face of Government measures to curtail internal 
demand. This reflects essentially the inability of the Government to 
reduce public expenditures. 


The Government forecasts for 1978 a growth rate between 2-3 percent. 
This seems to be consistent with slower inflation growth rates and a 
sizeable current account surplus on balance of payments. 


Industrial production after reaching an historic high towards the end 
of 1976, leveled off in the first months of the year, then began a 
steady decline in the spring, culminating in a sharp fall early in the 
summer. However, the decline may have bottomed out at the end of the 
third quarter, and the fourth quarter might see some recovery. The 
fourth quarter trend should carry into 1978, with the second half 
expected to experience more growth than the first part of the year. 


Sectoral Trends. Agriculture, which had a bad year in 1976, experienced 
another bad one in 1977. This has exacerbated Italy's dependence on 
food imports, which is already a serious problem given the sizeable 
trade deficit on food items. 


The industrial sector, which comprises roughly 40 percent of GDP, slowed 
to about 2 percent in real growth in 1977 from its buoyant growth of 
nearly 10 percent in 1976. This growth rate has been mainly supported 
by the manufacturing sector with the construction industry contributing 
a positive growth for the first time since 1974 (about 1 percent). 


Manufacture of furniture, machinery, building materials and footwear 
have shown the most resiliency in 1977 with average year increases 
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estimated at around 18.6 percent, 5.8 percent, 5.7 percent, and 2.6 
percent, respectively. The output of the textiles, clothing and 
chemicals sectors, which have had strong growth rates in the past, 
might show some decline in the rate of output to about 1.5 percent, 
1.8 percent, and 0.8 percent, respectively. 


Services, which also account for about 40 percent of GDP, continued 
on a growth path of around 3 percent in 1977, strongly supported by 
the contributions of tourist account during the year. 


Investment has exhibited slow growth of around 4 percent and consists 
mostly of replacing old and outmoded equipment. Plant capacity utili- 
zation, which had reached a high of nearly 76 percent in the fourth 
quarter of 1976, had fallen to 72 percent (70 percent in the produc- 
tion of investment goods) by the third quarter of 1977. 


Trade Balance. Exports of goods and services have held up well in 
1977, growing by about 6 percent in real terms even though world 
markets did not expand as rapidly as originally forecast. Imports of 
goods and services will probably show a decline compared to 1976, as 
inventories were drawn down while industrial production fell. The 
trade balance on a customs basis improved significantly in 1977 with 
the deficit in the first eight months of 1977 only half of the $4 
billion trade deficit of a year ago. 


Labor. Unemployment, which measured 6.8 percent of the work force in 
January under a new statistical series not comparable with previous 
years' surveys, had climbed to 7.7 percent of the work force by the 
third quarter. (It should be noted that under Italy's statistical 
methodology of measuring unemployment, there is an upward bias com- 
pared to the measurements used in the U.S. and other countries.) 
Unemployment among new entrants into the work force rose by 22 percent 
and comprises nearly half of the total unemployed. 


Government efforts to provide temporary training jobs for 650 thousand 
unemployed youths who signed up for a special training program have 
been met with reluctance on the part of the business community because 
of the difficulty of hiring employees on a temporary basis. 


While a large percentage of plant capacity remains unutilized and 
investment in new plants and equipment stagnant, new job creation is 
not likely to keep pace with the growth of the labor force, and unem- 
ployment will remain a major problem in 1978. 
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Utilization of the wage supplemental fund has accelerated during the 
year to accommodate employees whose work hours were reduced. Gains 
in productivity which had been hoped for from labor/industry agree- 
ments early in the year have not materialized because of reduced 
output. 


Rises in wage costs have remained high in 1977, reaching 30 percent 

in industry through August of 1977 compared to a 17 percent increase 
for the same period in 1976. While wage increases from the cost of 
living wage escalator have decelerated at a better than expected rate 
in 1977 (rising by 4 percent, 3.5 percent and 2.3 percent in the first, 
second and third quarters respectively), newly negotiated plant level 
contract increases have remained high--as have automatic increases 

such as those for seniority. 


Inflation. The cost of living, which at the beginning of the year was 
22.2 percent higher than the previous year, has tended to slow down as 
the year progressed. Month to month increases slipped below one per- 
cent during the summer months, and by the end of the year (December 
over December) the increase is expected to be about 15 percent. The 
Government expects the deceleration to continue throughout 1978. 
Wholesale price increases, usually more volatile than the cost of 
living, have dropped from 31 percent at the beginning of the year 
(January over January) to 14 percent at the end of 9 months (September 
over September) . 


Fiscal and Monetary Policies. Measures introduced by the Government 

in Tate 1976 and early 1977 have had a significant effect on the over- 
all economic performance. On the fiscal side, the Government put into 
effect a $6 billion deflationary package, composed of increases in some 
public service fares and tariffs as well as increases in a number of 
indirect taxes and advance payment of some direct taxes, in order to 
reduce the size of the public deficit as well as depress private 
internal demand. There is some talk of a further tax increase in 1978 
to keep the public sector deficit within acceptable limits, and controls 
on domestic credit are expected to continue. The Government's attention 
has focused on the ballooning deficits of some Government social service 
agencies, municipal governments and enterprises, and the national 
electricity agency. The drain on central government finances has 
rapidly accelerated in recent years, and the Government is attempting 

to devise means for the services to become more self-supporting. 


On the monetary policy side, 1977 was a relatively tight money and 
credit year. Total domestic credit is projected to increase by only 
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about 16 percent in 1977, significantly less than in recent years, and 
the major share will go to the public sector. Although nominal interest 
rates on bank deposits and Treasury bills have come down in 1977, the 
banks' prime lending rate remained relatively high (at 16 percent as of 
December 1), and direct controls on banks' lending are likely to remain 
in force through 1978. 


Balance of Payments 


Even though world markets did not grow as rapidly as anticipated, the 
current account of the balance of payments had shifted from a deficit 
of $2.9 billion in the first half of 1376 to only $759 million in the 
same period in 1977, and is expected to be in substantial surplus by 
the end of the year. This improved performance is mostly attributabie 
On the one hand to low imports as industrial production and internal 
demand declined, and on the other, to an unusually large influx of 
tourist expenditures. In 1978, imports should probably grow faster 
since firms have reportedly reduced their stocks during 1977 to a very 
low level. At the same time, tourist receipts should remain high. The 


Government is forecasting a current account surplus in 1978 of $2 
billion. 


The lira exchange rate was stable against the dollar but depreciated 
gently against other EC currencies in 1977 after a year of considerable 


buffeting in 1976. Exchange controls which had been instituted to prop 
up the lira in the latter part of 1976 were gradually removed in the 
early months of 1977, revealing a steadied and healthier lira backed by 
a new determination on the part of the Government to address basic 
economic problems as well as by a measure of political stability. 


Long-Term Outlook 


The economic stabilization program begun in 1977 was a critically neces- 
sary first step in the rehabilitation of the Italian economy, and the 
improvement already shown in the deceleration of inflation and improved 
external position are encouraging for the future. Nevertheless, public 
expenditures continue to rise at a disturbing rate, absorbing a dis- 
proportionate share of the nation's resources. Also, the heavy reliance 
by many large state and private enterprises on expensive short-term 
credit in periods of high rates of inflation has significantly shifted 
their debt structures, adversely affecting cash flows, and has become 

a problem of considerable concern to Government and industry alike. A 
Government draft bill which is hoped to spark new life in the equity 
market by eliminating double taxation of dividends has not yet been 
approved by Parliament. 
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The recently passed legislation on industrial reconversion and re- 
structuring, which is intended to provide facilitative financing 

for industries which undergo major revamping along lines of govern- 
ment-approved sectorial priorities, is not likely to begin evidencing 
positive effects until late in 1978. 


Similarly, some further effort needs to be made to address the high 
rate of increase in labor costs per unit of product which is a 
continual threat to Italy's competitiveness in international trade. 


Implications for the United States 
U.S. Sales Prospects 


Despite the industrial slowdown induced by the stabilization program, 
1977 U.S. exports to Italy should approach the $3.4 billion annual 
level reached in 1976, although U.S. share of total Italian imports 
will probably fall below the 1976 share of 7.9 percent. While the 
major exports are machinery, agricultural products, and chemicals, 

some of the best product sale opportunities are in the high technology 
area, particularly among those products and systems which can help 
raise the level of industrial productivity, a major contemporary 
concern in Italy. Rising labor costs, Government incentives in support 
of “industrial reconversion", and legally-required anti-pollution 
equipment requirements all contribute toward building a substantial 
middle and long term market for a wide range of state-of-the-art 
products. 


Specific sector opportunities include computers and peripherals, a 

market which continues to boom as Italian commerce and industry strain 
to catch up with other major industrial countries. The fastest growth 
is expected in special purpose mini-computers with an average rate of 


about 30 percent. Peripheral devices and memory storage systems should 
also experience rapid sales growth. 


Telecommunications equipment represents a substantial potential market 
both for planned Gicentee within Italy and vis-a-vis Italian bidding 
on major communications projects in the Near East and North Africa. 
Best prospects include all-electronic telephone switching systems, 
data communications devices, all forms of microwave and Super High 
Frequency (SHF) telecommunications equipment, and equipment for tele- 
communications field testing. 


A major long-term opportunity is in the energy field, as Italy struggles 
to overcome its overwhelming dependence on foreign oil. The total cost 
of the approved plan for nuclear power plant construction is estimated 
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at $13 billion, of which the U.S. could supply approximately $3 billion 
in equipment and technology. Beyond the basic plants, products and con- 
sulting services will be required in waste-handling and storage tech- 
niques, safety monitoring equipment, etc. A smaller scale opportunity 
is upening in the geothermal field, where the U.S. and Italy have signed 
a bilateral cooperation agreement. 


There is a large and growing market for electronic components and 
electronic industry production and test equipment. The U.S. share of the 
production and test equipment market is expected to grow, while the 
already large share in the components field should be maintained. 

Highest potential products include such items as: vacuum, lidding and 
melting furnaces; high vacuum equipment; micropositioning, handling and 
manipulating equipment; integrated circuit assembly machines and bonders; 
brazing, drilling, crimping, encapsulating, and coating machines. 


Production process control instrumentation offers good potential, 
especially for the chemical, pharmaceutical, food packaging and proces- 


Sing, and steel industries, as well as for potable water supply net- 
works and pollution control of waste water for municipalities and 
industries. 


Other promising product areas are pollution control equipment, commercial 
and industrial security devices, avionics and ground support systems and 
equipment, and (in the long term, once current reform and expansion plans 


are funded and put into operation) health care equipment. 


NOTE: For further details on sales opportunities, see the Embassy's 
"Best Prospects Report", Rome A-333, October 19, 1977. 


U.S. Investment in Italy 


The progress so far of the Italian Government's stabilization program is 
an important step toward restoring foreign investor confidence in Italy. 
However, the inability of employers to vary work force in times of pros- 
perity and downturn works heavily against new investment, as do labor 
costs. The present Government has embarked upon a vigorous campaign to 
attract foreign investment. It is promoting incentives in the under- 
developed South of Italy and through a new industrial reconversion law. 
But in spite of these efforts, and a somewhat stabilized political 
situation through the six-party accord, uncertainty still plagues inward 
low of investment, although to a lesser degree than six months ago. 


U.S. investment inflow continues at a low rate and consist mostly of ' 
expansion or modernization of existing facilities. A few U.S. companies 
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have investment plans on the board, but not in the volume of Govern- 
ment would like to see. A key factor in stimulating new investment 
will be the result of efforts to raise Italian industrial produc- 
tivity levels and introduce an element of flexibility into the rigid 
structure of Italian labor relations. Although union leaders have 
theoretically recognized the need to re-study the labor mobility and 
cost issue, it remains to be seen whether significant progress--and 
therefore investment--will be forthcoming. 


U.S. Partners, Technology Sought 


Italian engineering, construction, and telecommunications ‘companies-- 
strong competitors in the Middle East and less developed countries-- 
are open to joint ventures and cooperation with U.S. firms on major 
projects. The latest development was the visit to the United States 
by a Government and Industry Delegation led by the Minister of Posts 
and Telecommunications. Additional visits by engineering sectors are 
anticipated in the new year--opening new prospects for U.S. business 
in these areas. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 
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CONSTRUCTION REVIEW is our monthly magazine for and about the con- 
struction industry. All the major U.S. Government statistical series plus 
selected series from the private sector are brought together to keep you 


up-to-date on: 


e New construction 
outlays Union wages 
Employment 
Hours of work 
Weekly earnings 


Contract awards 
Cost indexes 


© 
«e 
Housing starts e Materials output 
e 
e 
s 


s 
e Building permits 
e 
e 


Materials price indexes 


Our regular feature articles include the annual outlook for new construction 
activity, a review of the year in construction, and other analytical data. 
Only $14.50 a year. Use the order form below to start your subscription 


(piease detach here) 


SUBSCRIPTION ORDER FORM C57.509: 


ENTER MY SUBSCRIPTION TO CONSTRUCTION REVIEW 
at $14.50. Add $3.65 for foreign mailing. No additional postage is required for mail- 
ing within the United States or its possessions. 


Send Subscription to: 


| NAME—FIRST, LAST | 
COMPANY NAME OR ADDITIONAL ADDRESS LINE 


STREET ADDRESS 
‘ 


| CITY STATE ZIP CODE 
| 


PLEASE PRINT 


(1 Remittance Enclosed 
(Make checks payable 
to Superintendent of 
Documents) 


0 Charge to my Deposit 
Account No. 


MAIL ORDER FORM TO: 
Superintendent of Documents 
Government Printing Office 
Washington, D.C. 20402 





ee 


co 


